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LIBERIA: KEY ECONOMIC INDICATORS 
(One Liberian dollar equals one U.S. dollar) 


CY GY CY 79-80 
1978 1979 1980 % Change Units 


National Accounts: 

GDP Current 670. 770. 830. 8 $ million 
GDP 1971 Constant 368. 389. 372. 4 $ million 
Population (a) a a. Re 0 million 
GDP Per Capita 394. 428. 437. -1 dollars 
CPI 255. 285. 324. 6 Sept.-Nov. 1964 = 100 


Government Finance: 

Budget Revenue $ million 
Recurrent Expenditures $ million 
Dev. Budget : : : : $ million 
External Debt $ million 
Debt Servicing $ million 
Debt as % of Revenues percent 


Monetary Sector: 


Foreign Assets (net) (a) ; : ats ; million 
Domestic Credit (a) ; 5 ‘ 3 million 
Claims on Government (a) - i . million 
Claims on P.S. (a) . 2 : ‘ million 
Deposit Money (a) (b) j ; ; 3 million 
Quasi Money (a) . ; ; . million 


Foreign Trade: 
Exports, f.o.b. 486. 


Iron Ore 274. 
20. 

Rubber 69. 
158. 

Diamonds 30. 
307. 

Lumber & Logs 46. 
132% 

Coffee was 
19: 

Imports, c.i.f. 480. 
Trade Balance De 
Exports to U.S. 105. 
U.S. Share of Exports 21. 
Imports from U.S. 179. 
U.S. Share of Imports 24. 


$ million 

$ million 

million long tons 

$ million 

million lbs. 

$ million 

1,000 carats 

$ million 

million board ft. 

$ million 

million lbs. 
million 
million 
million 
million 
million 
million 
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Source: Economic Survey of Liberia, 1980 


Footnotes: (a) End of year; (b) Recorded Mj, Demand deposits plus Liberian coins 
in circulation. United States currency in circulation (legal tender 
in Liberia) is not recorded. 





SUMMARY 


Liberia is going through a difficult »veriod economically. Real GDP 
fell in 1980, in large part because of a substantial decline in 
business activity following the April 1980 coup. Markets for 
Liberia's major export commodities have deteriorated, particularly 
in 1981, reinforcing the negative trend, so that a significant de- 
cline in GDP in 1981 is expected. Little relief is foreseen in the 
short run. 


Fiscal problems are critical. Extraordinary budget expenditures in 
1978/79 resulted in substantial fiscal deficits and as a result, a 
high level of foreign indebtedness which must now be serviced. The 
revolutionary government has tried to improve public sector salaries 
and reorder expenditure priorities, without adequate resources to 
support the higher costs. A stabilization program agreement witkr the 
IMF has included new tax measures to reduce the fiscal deficits, 
which have been only partially successful due to deteriorating 
economic conditions. A substantially increased level of foreign 
assistance, including United States aid, has helped to close the 

gap between expenditures and revenues, and to sunport development 
activities. 


As a result of capital flight following the coup and decreased ex- 
port earnings, there has been a substantial decline in the money 
supply. Liberia uses the United States dollar as its own currency, 
and its ability to create money is severely circumscribed. A cor- 
responding reduction in bank credit has further contributed to the 
decline in business activity. 


Despite low export earnings, Liberia continues to run a trade sur- 
plus as business disruption caused by the coun, higher import 
duties, and decreased disposable income as a result of high taxes, 
have reduced the volume of imports. This surplus is more than 
offset by negative balances on services, factor payments, and debt 
service. Balance of payments data are, however, incomplete because 
of the high degree of openness of the economy. 


While the short term outlook for the economy is not promising, any 
one of a number of factors could result in a substantial imvrove- 
ment. These include higher prices for exports; positive results 
from an oil exploration program now underway; development of 
Liberia's hydroelectric potential; further exploitation of Liberia's 
iron ore or other mineral resources; and expanded development of 
tree crops and other tropical products. Liberia's natural resources 
provide ample scope for new investment over the longer term. 


In the interim, the market for United States exports will be af- 
fected by the low level of imports generally; by a reduced level 

of investment; and by shifts in spending from high quality to lower 
priced goods following the revolution. Government investment pro- 
grams are to a large extent financed by foreign donors, who de- 
termine the conditions of bidding. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Liberia is going through a difficult period, as higher expectations 
following the April 12, 1980 coup d'etat are being frustrated by 
inadequate resources. A number of factors have contributed to the 
decline in Liberia's fortunes, some of them beyond its own control. 


Export earnings have been disappointing, as the markets for Liberia's 
exports have been seriously depressed. At the same time, the cost 
of essential imports, including petroleum, has continued to rise. 
The dislocation of business activity and capital flight in the wake 
of the coup also had an immediate adverse effect on the economy, 
from which it has not recovered. The decision by the new government 
to increase salaries of its lowest paid employees and other reorder- 
ing of expenditure priorities has imposed severe strains on the 
fiscal system. It is quite likely that the monetary discipline in- 
herent in the use of the United States dollar as Liberia's own 
medium of exchange has contributed to maintaining financial sta- 
bility during a revolutionary period which might otherwise have 

been chaotic, although with a very open economy, it has also made 
capital flight easier. Additional external resources, in particular 
budgetary support grants from the United States Government and 
balance of payments financing from the International Monetary Fund, 
have played an important role in stabilizing the economy. 


ECONOMIC GROWTH 


The structure of the Liberian economy is typical of developing na- 
tions, based largely on a few export-oriented, resource-based in- 
dustries and a subsistence agricultural sector. The three major 
export industries--mining (mostly iron ore), rubber, and forestry 
products, together account for about 40 percent of gross domestic 
production in real terms. While little information is available on 
the traditional sector, it is believed to support about 60 percent 
of the population, but has been virtually stagnant in recent years. 


Despite unfavorable price trends for its exports, Liberia's economic 
performance in recent years has shown some gains. Real GDP grew by 
four percent in 1978 and 5.6 percent in 1979, reflecting growth in 
both the export oriented and domestic sectors. In 1980, despite 

4.3 percent real growth in the export sector, a 10.6 percent decline 
in the domestic sector led to an overall reduction in real GDP of 
4.4 percent. This largely resulted from a breakdown in domestic 
activity following the April coup. While GDP data for 1981 are not 
yet available, the indications are that the domestic-oriented economy 
remains very weak, while substantial restructuring of the world 
steel industry and the recession in the developed countries have 
taken their toll in Liberia's export industries. We expect to see 

a significant decline in GDP in 1981, based on deterioration in 

both sectors of the economy. 
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Although substantial increases in manufacturing output were being 
recorded prior to 1980, it represents a relatively small part of 

the economy, about eight percent of GDP. This rather fragile sector 
has been adversely affected by the departure of members of the 
former government and their families, who owned substantial equity 
in the Liberian business sector, and consequent legal and managerial 
problems for the companies concerned. 


A major impetus to Liberia's growth in 1978 and 1979 was government 
expenditure in connection with the 1979 Conference of Heads of 
State of the Organization of African Unity, undertaken along with 

a major economic development plan. This expenditure left behind new 
infrastructure, but also saddled the country with substantial for- 
eign debt. The completion of these projects, and suspension of new 
investment decisions following the coup, resulted in a 23 percent 
decline in fixed investment in 1980 (in real terms). While some 
investment continues, for example in new rubber tree plantings, the 
lack of major new projects on the immediate horizon is a cause of 
concern. 


IRON ORE: This sector contributes over one-fourth of GDP; the en- 
tire product is exported. Exports of iron ore in 1980 totaled 

16.9 million long tons, with a value of $310.2 million. Production 
exceeded shipment by 1.8 million tons. This was a substantial de- 
cline in volume terms from the two preceding years, as 20.8 million 
tons were exported in 1978 and 19.6 million tons in 1979. During 
the first half of 1981, volume was up to 10.4 million tons, al- 


though there is reason to believe this volume was not sustained for 
the balance of 1981. Prices have also fallen, from an average of 
$18.90/ton in 1980 to $15.90 in the first half of 1981, and the ore 
companies are reporting further declines in prices. A substantial 
reduction in 1981 export receipts from this sector has therefore 
occurred, and the companies report poor financial results from their 
operations, although the final figures are not yet in. 1982 volume 
and prices are expected to remain low. 


RUBBER: Also an export commodity, dependent on world markets, 
rubber contributes about six percent of GDP. Rubber sales held up 
relatively well in 1980, with average prices received to 60.5 cents/ 
lb., about 57 percent above 1977 levels. In 1981, however, the 
rubber market deteriorated sharply, with prices down to an average 
of 46 cents/lb. during the first half of the year and declining. 
While Liberia earned $102.2 million from rubber exports in 1980, 

up from 87.8 million in 1979, receipts were $45.8 million during 

the first half of 1981. With the rubber companies reporting de- 
clining sales, it is likely receipts during the second half of 1981 
will be substantially less. The rubber industry, the largest 

single employer in the monetized economy, is at the same time being 
unionized for the first time, and wage demands are therefore putting 
considerable pressure on the economic viability of the industry. 
Small rubber planters have been particularly squeezed between rising 
costs and low prices. 
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LOGS: The export of timber had shown great promise, with receipts 
steadily rising from $25.9 million in 1977 to $46.7 million in 1978, 
$50.1 million in 1979 and $65.3 million in 1980. During the first 
half of 1981, these exports valued $23.8 million. Again, there is 
reason to believe these exports have dropped off substantially in 
the second half of 1981. 


DIAMONDS: Statistics on diamond sales are highly suspect, because 

of the ease of evading detection and because a high percentage of 
exports originate in bordering countries. It is believed there is 

a considerable volume of diamonds purchased in other countries 

which are then smuggled out and sold abroad, contributing to outflows 
of cash from Liberia, but facts are impossible to come by. Re- 
corded exports in 1980 were $33.5 million, representing 298,000 
carats, down from $39.6 million in 1979 from 302,000 carats. During 
the first six months of 1981, Liberia exported 143,000 carats for 
receipts of $10.6 million. 


COFFEE AND COCOA: These tree crops serve aS an important source 

of cash income to the rural population, as well as export earnings. 
Although international coffee prices were low in 1980, the govern- 
ment maintained relatively high prices to farmers, and the price 
decline was offset by a high level of exports. The value of coffee 
exports therefore rose from $27.1 to $33 million. In 1981, a com- 
bination of a shortage of funds with which to buy coffee (caused 

by the subsidization of earlier crops and the use of proceeds to 
subsidize rice imports, among other factors), and an eventual de- 


cision to lower buying prices, have reportedly led to a decline in 
export volumes as well as prices. The value of cocoa exports has 
been declining over the past three years, from $14.4 million in 1978 
to $11.0 million in 1979 and $10.5 million in 1980, as cocoa prices 
have steadily deteriorated. 


GOVERNMENT FINANCE 


Up to the middle of the 1970s, Liberia had maintained a conserva- 
tive fiscal posture, with budgets roughly in balance. With the 
implementation of the 1976-1980 development plan and expenditure 

on the OAU Conference in 1979, however, the Government of Liberia 
has for the past several years run large deficits, which continue 
into the present. Shortly after the April 1980 coup, the new 
government decreed a doubling of minimum salaries for government 
employees, and a 150 percent increase in military pay. This has 
resulted both in an increase in the total budget, and the alloca- 
tion of a high percentage of the budget to recurrent expenditures. 
The Government of Liberia has had difficulty in maintaining fiscal 
discipline, despite a number of courageous efforts to tighten up, 
because of a relatively disorganized administrative structure which 
makes it difficult to control expenditures and pressures on the new 
government to increase expenditure. In mid-1980, the Government of 
Liberia agreed to a standby arrangement with the International 
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Monetary Fund and continues to consult regularly on implementation 
of the program, thereby having access to a substantial credit fa- 
cility with the Fund. The United States Government has increased 
its bilateral assistance to Liberia, in particular providing 
budgetary support funds ($32 million in FY-1981), as well as other 
forms of assistance, and is using these funds to maintain minimum 
levels of economic development expenditure. During 1980, revenues 
totaled $222.4 million, most of it ($196.8 million) devoted to re- 
current expenditure. Government's expenditure on development was 
$57.8 million. Debt service was $48.6 million. For FY-1981/82 
(July - June), the government has budgeted $242.7 million for re- 
current expenditure, $61.5 million for debt service (after re- 
scheduling of foreign debt), and $126.9 million for development ex- 
penditure. Total outlays are estimated at $390.9 million. Of this, 
$268 million will be covered by government revenues, and $122.9 
million by foreign loans and grants, leaving a deficit of $40.2 
million. 


The IMF program adopted in 1980 included a number of tax increases, 
including higher import duties and excise taxes, increased income 
tax rates, and special taxes on airline tickets and hotel rooms. 
These measures proved to be inadequate, and a compulsory savings 
bond scheme was introduced during the 1980/81 fiscal year. For 
the 1981/82 fiscal year, this was replaced by a National Recon- 
struction Tax, a progressive tax with rates from two to ten per- 
cent of gross salary. The excise tax on beer was raised to $1.10 
per liter, and a 20¢ tax on gasoline was introduced. Results of 
these measures have been disappointing, as a shrinking economy re- 
duces the tax base, and there appears to be some tax evasion. 


The government's fiscal deficit has proven very difficult to re- 
duce; inadequate controls over budget formulation and implementa- 
tion, ineffective revenue collections, especially of customs 
duties and income taxes, and deteriorating profitability of 
companies due to declining export receipts, have all contributed. 


The budget deficits of the late 1970s were financed largely by 
foreign borrowing, much of it at commercial rates of interest. 
Disbursed public debts outstanding at mid-1981 totaled $545 million, 
$114 million of it to commercial banks. Debt service payable in 
1982 is $75 million, although it is anticipated that both bilateral 
official debts and commercial debts will be rescheduled. 


MONETARY SECTOR 


A variety of factors have led to an erosion of the monetary base 

over the past two years. Because Liberia uses the United States 

dollar as its own currency, its ability to create money is severely 
circumscribed. With no legal controls on foreign transfers, capital 
flight is relatively easy, and since the April 1980 coup, it appears that 
this has occurred to a significant degree. At the same time, de- 
pressed export markets have reduced the inflow of funds. 
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The recorded money supply (demand deposits plus Liberian coins in 
circulation) has declined from $84.6 million in March 1980 to $65.5 
million in September 1981. Quasi-money (time and savings deposits) 
have dropped from $91 million to $52.9 million over the same period, 
a total decline in private sector liquidity of about 33 percent. 

It is widely believed that this decline is partly offset by in- 
creased cash balances in private hands, as closure of one local 
bank and some violations of banking confidentiality by the inex- 
perienced new government has led to some reluctance to place funds 
in banks; there is no accurate count of U.S. bills in circulation, 
however. 


This shrinkage of the deposit base has inevitably led to similar 
reductions in credit extended by the banks, although the deposit 
to loan ratio remains broadly the same as before the coup. This 
shortage of bank credit has had an adverse effect on business op- 
erations, particularly the commercial sector, although there is no 
way to estimate the impact. 


FOREIGN TRADE AND PAYMENTS 


As noted above, Liberia's exports are troubled. Nevertheless, 
Liberia continues to run a trade surplus; indeed, this increased 
from $30.1 million in 1979 to $66.5 million in 1980. This re- 
sulted largely from the fact that traders cut back imports sharply 
after the coup in real terms, drawing down stocks, as they awaited 
developments. Substantial increases in import duties in an effort 
to balance the budget, increased personal taxes, and a shortage of 
credit facilities have also tended to reduce imports in real terms. 
Trade figures for the first half of 1981 show that while both exports 
and imports have declined, a trade surplus of $38 million was 
achieved. Other foreign receipts came from revenues from the 
Liberian flag maritime registry and public sector transfers. These 
surpluses are, however, more than offset by deficits on services, 
factor payments, workers' remittances and debt service. Thus the 
current account of the balance of payments has been in deficit by 
$135.5 million in 1979 and $104.4 million in 1980, financed by 
borrowing by the public sector and the banking system. 


Because of the high degree of openness of the Liberian economy, 
balance of payments statistics are not always reliable, however, 
and these figures should be treated with more than the usual de- 
gree of skepticism. 


SOCIAL POLICIES 


The new government which came to power in April of 1980 has sought 
to shift the balance of political and economic power from the 
former urban-based elite to the people of tribal origin. This has 
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resulted in a number of policies and measures which are inevitably 
disruptive in the short run. The salary increases for the lower- 
paid government workers mentioned above were one. Efforts to help 
workers in the private sector improve their incomes as well have 
caused serious economic problems for industries facing deteriorat- 
ing markets. The departure of a substantial number of professional, 
managerial, and government personnel and their replacement by less 
experienced staff has reduced efficiency throughout the economy, 
while businesses owned by the former elite have suffered from con- 
fiscation in some cases and absentee ownership in others. The per- 
ception by members of the military government that they are there 

to defend the rights of the poor person, while laudable in principle, 
has introduced a high degree of uncertainty into labor/management 
relationships. These factors have tended to lead to an erosion of 
business confidence, both among the expatriate community and Liberian 
businesspeople as well. As the government gains in experience 
and sophistication, it is hoped that improved relationships between 
government, business, and labor will be restored. 


IMPLICATIONS FOR THE UNITED STATES 


The United States has undertaken a commitment to help Liberia 
through an unusually difficult period in its history. Histori- 
cally, we have had a special relationship with this country, de- 
riving from its origins as a settlement for former slaves prior to 


the Civil War, and strengthened by a high degree of cooperation on 
strategic interests during and since World War II. While the 
April 1980 coup has realigned internal power relationships, the 
historic friendship between the two countries has been maintained. 
A number of important private investments by U.S. firms have de- 
veloped over the years, and the United States Government maintains 
a number of communications facilities linking us to the African 
continent. 


As evidence of our commitment, the United States Government has 
extended economic and security assistance to Liberia totaling $68.5 
million in FY-1981. Of this, $32 million was for budgetary support, 
$15 million in development loans, $15.2 million in P.L.-480 loans 
for rice imports, and $6.3 million for military assistance. Given 
the near-term economic outlook for Liberia, it is anticipated that 
programs of similar magnitudes will be required for the next 

several years in order to maintain economic stability and support 
the constitutional reform process which will lead to a restoration 
of civilian rule. 


Liberia has important mineral resources, and a climate which will 
produce a variety of tree crops. The market for these products is 
presently poor, but investors with a longer range perspective are 
considering major investment projects in both mining and planta- 
tions. The Government has awarded an offshore oil concession and 
drilling should start in early 1982. 
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If commercial quantities of oil are found, this would resolve one 
of Liberia's most critical financial problems, finding the means to 
pay for its oil imports. Feasibility studies are currently under- 
way for major hydroelectric projects that could provide the energy 
requirements of the iron ore operations and other electrical fa- 
cilities. The World Bank is helping to organize financing for the 
rehabilitation of the smallest of Liberia's iron ore mines which 
will enhance the viability of the company. 


Thus, while Liberia's short-term economic situation looks bleak, it 
is by no means without promise. In addition to iron ore, there is 
reason to believe that exploitable deposits of gold, uranium, and 
possibly other minerals exist. Combined with an established policy 
of welcoming private foreign cooperation in the exploitation of its 
resources, considerable investment potential exists. 


From Liberia's point of view, the country seeks to diversify its 
economy away from a reliance on minerals exploitation, and is 
looking particularly to agriculturally based development. Rubber 
plantations, coffee, cocoa, citrus, palm oil, and other tree crops 
are already well established, but there is considerable room for 
further development, and U.S. and other foreign assistance vrograms 
are seeking to encourage expansion of crops for which there is a 
foreseeable market potential. The outlook for United States exports 
to Liberia is not promising in the short run. Aside from the gen- 
erally depressed state of the economy, there has been a signifi- 
cant transfer of income to lower paid workers as a result of govern- 
ment policies noted above, and this has led to some shift of 
sources of supply from the United States to low-wage countries. 
There has been a moderate decline of the United States share of 

the import market for the past couple of years. The efforts now 
underway to identify and develop Liberia's petroleum and other re- 
sources should lead to an enhanced market for capital goods as 
these projects are implemented. In the interim, much of Liberia's 
commercial imports will consist of food products and other basic 
consumption goods, as well as normal supplies for the operation of 
the export-oriented concessions. Because a large percentage of the 
government's investment program is financed by foreign donors, bids 
for supply of equipment are frequently tied to the procurement 
policies established by the donor agency. 











